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Abstract

Aspiring entrepreneurs choosing to Dbecone franchisees
certainly expect to inprove their chances of survival during the
turbulent early years of business startup and operation. Alignnment
with a franchi sor parent conpany offers the franchi see manageri al
assi stance, access to financial capital, and access to markets via
the right to utilize the parent conpany trademark. Thi s study
exam nes survival patterns anong franchi se and nonfranchi se smal
firns started between 1984 and 1987: survival through late 1991 is
tracked for all firns. Al though the franchise operations are
| arger scale, better capitalized young firns, the i ndependent
business startups are found to be nore profitable and their
survival prospects are better than those of franchi ses.

Keywor ds: Franchi se, smal | busi ness startup, survival ,
profitability.

"Direct correspondence to Tinothy Bates, Wodrow WIson Center
1000 Jefferson Avenue, S.W, Washington, D.C 20560. Resear ch
reported in this study was conducted at the U S. Bureau of the
Census, Center for Economc Studies. Findings expressed are those
of the author and do not necessarily reflect the views of the U S.
Bureau of the Census. Suggestions and assistance from Al fred Nucci
and Robert MQuckin are gratefully acknow edged.



| NTRODUCTI ON

Persons entering self-enploynent by becom ng franchisees
comonly believe that their chances of surviving those early
turbul ent years of small business operations are enhanced by their
decision to align with a franchi sor parent conpany. The franchise
is a safe bet, according to the conventional wisdom It is tinme to
reconsi der this w sdom

A nationw de survey of self-enployed persons active in snal
busi ness in 1987 serves as the data base analyzed in this study.
A sanmpl e of 20,554 young firnms drawn fromthe U S. Bureau of the
Census Characteristics of Business Omers (CBO) data base is
utilized, and all of these firms were surveyed in late 1991 to
determine firmsurvival rates. By late 1991, 34.7 percent of the
franchi sees and 28.0 percent of the nonfranchise young firnms active
in 1987 had di scontinued operations. Further independent business
vs. franchisee conparisons reveal that the young firnms started
wi thout the benefit of a parent franchisor were significantly nore
profitable than the franchise firns. |In short, the franchise route
to self-enploynent is associated with higher business failure rates
and | ower profits than independent busi ness ownership.

This study describes various owner traits and operational
characteristics of franchise and nonfranchise young firns.
Logi stic regression equations are utilized to isolate the inpact of
the franchise characteristic on firm survival prospects when owner

and firmtraits are controlled for. It is the larger scale, better



capitalized firnms headed by col |l ege graduate owners working full -
time in their small businesses that are nost likely to remain in
operation; the franchise trait, other factors constant, exhibits a
hi ghly negative relationship to firmsurvival prospects. Separate
anal yses of mnority-owned franchi se and i ndependent snmall busi ness
subsanpl es reveal that survival patterns anong mnority-owned firns
closely resenble those present in the overall snmall business
uni verse: franchise operations are nore |likely to go out of

busi ness than i ndependent firm startups.

1. MEASURI NG SURVI VAL PATTERNS AMONG YOUNG SMALL BUSI NESSES
DATABASE CONSI DERATI ONS
Most evi dence on franchise survival rates is forthcom ng from

journalistic sources. A recent ad in Business Wek, for exanple,

clained that "a franchisee has a four tines greater chance to
succeed than an entrepreneur who |aunches a new independent
busi ness." Factual underpinnings for this claimwere not apparent.
At the other end of the journalistic spectrum the February 1994
issue of McCall's nmagazine clains that 50.7 percent of Decorating
Den's franchisees term nated operations during the three year
period ending in Decenber 1992. Decorating Den is a franchisor
t hat grew spectacularly during the 1980s; its franchi sees invest
bet ween $17, 000 and $50,000 to launch their firms.

Thus, clains about franchise rates of survival have often
tended to extrenes. The purpose of this study is to raise the

2



debate to a higher plain. The presence of a |l arge new nati onw de
smal | busi ness data base conpiled by the Census Bureau - CBO data
base - makes it possible for issues of franchisee survival to be
anal yzed in rational, conprehensive ways. The CBO data anal yzed in
this study were conpiled by the U S. Bureau of the Census in 1992.
The CBO was drawn from the universe of persons who filed a snal
busi ness federal incone tax return in 1987, including 1) schedul e
C, form 1040, 2) Form 1065, and 3) Form 1120s. The CBO over sanpl es
mnority and wonen business owners, and it oversanples the |arger
scal e smal | businesses that utilize paid enpl oyees. Conprehensive
descriptions of the CBO appear in Nucci (1992) and Bates (1990Db).
O the roughly 90,000 small busi nesses surveyed to create the CBO
data base, over 70 percent responded. All of the reported
statistics in this study are weighted to adjust for both 1) survey
nonresponse, and 2) the Census Bureau' s nonrandom sanpling in the
creation of the CBO the firns described in this study are
therefore representative of young firns that grossed at |east $5000
in total revenues in 1987 and filed one of the above incone tax
returns.

This study covers only firns forned over the 1984-87 period
and the unit of analysis is firms, not persons. Thus, the universe
of firms covered in this study is 4,005,561 small businesses. A
description of the CBO sanple of young firns analyzed in the

foll ow ng pages appears in the appendi x.



The sanple of franchise firns anal yzed here is not identical
with the universe of franchise units opened between 1984 and 1987
for several reasons. First, sonme franchise units are owned by the
franchi sor. Second, sone new franchise units are owned by multi-
unit firms that began operations before 1984. Third, multi-unit
new firnms included in this study m ght own franchi se operations at
several locations, but such a firmis only counted once, because
the unit of analysis here is the firm Thus, the failure rate for
all new franchise units operating in 1987 that opened up between
1984 and 1987 may differ fromthe closure rate reported in this

st udy.

I11. CHARACTERI STI CS OF FRANCHI SE AND | NDEPENDENT YOUNG FI RVS
Existing studies identify traits that are positively
correlated with firm | ongevity. The larger scale, older snall
busi nesses have higher survival rates over tine than smaller,
younger firms (Evans, 1987; Bates and Nucci, 1989). Anobng very
young firms, owner traits associated with greater |ikelihood of
survival include owners working full-tinme in the firm highly
educat ed owners, and |arge owner financial capital investnent in
the firm at startup (Bates, 1990a). Table 1 indicates that
franchi sees are generally better endowed with traits linked to
survival than nonfranchi se young firns. In ternms of mean 1987
sal es revenues, the young franchi sees report $513,961, over five
times larger than the corresponding figure of $102,410 reported by
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t he i ndependent businesses. Capitalization at startup is simlarly
much greater -- nean value = $86,493 -- for the franchise firnms,
al nost three times greater than the nonfranchise firm
capitalization of $29,822. Only in the area of owner educati onal
background do the franchise firns appear to be weaker than the
i ndependents: 9.1 percent of the fornmer and 16.2 percent of the
| atter had pursued graduate studi es beyond the bachel or's degree.
All  of the above group nean differences are statistically
significant. Yet, despite the obvious strengths of the young
franchise firnms summarized in Table 1, they are dramatically | ess
profitable than i ndependent firns of the sane age, and they exhi bit
a lower survival rate -- 65.3 percent (versus 72.0 percent for
nonfranchise firnms) -- over the 1987-late 1991 period; these
differences are statistically significant at the 5 percent |evel.

Aspiring entrepreneurs choosing to becone franchisees
certainly expect to inprove their odds of survival over the early
turbul ent years of business startup. Thi s expectation of | ower
risk for franchi se, as opposed to i ndependent business, startups is
certainly portrayed in existing industry and academ c studies: see,
for exanple, Castrogiovanni, Justis, and Julian (1993) and Ashman
(1988) . Beyond low risk of failure, what specifically does the
potential owner seek to gain by purchasing a franchi se rather than
operating an independent business? Rubin (1978) |ists hypothesized
advant ages accruing to franchisees. First, the trademark and the
product sold appear to be valuable, which facilitates access to
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custoners for the young franchi see. Second, the franchisor often
makes capital available to the franchisee, either by extending
credit directly or co-signing for a bank | oan. Third, franchi sees
| acki ng appropriate human capital can receive nmanageri al advi ce and
assi stance from franchi sors.

Table 1 summary statistics provide evidence that is consistent
Wi th these hypot hesi zed advant ages of the franchise rel ationship.
Franchi sees are generating greater sales per unit of capital and

| abor input than i ndependent firns:

franchi sees nonfranchise firnms

sal es per enpl oyee (nean) $ 98, 839 $ 85, 342
sal es per dollar at startup

financial capital (nean) $ 5.94 $ 3.43

Regardi ng access to debt capital, 63.2 percent of the Table 1
franchise firnms report that they used borrowed capital to help
finance business entry, versus 33.6 percent of the independent
firms. Yet, the franchise operations are only noderately nore
| everaged than the independents, on average: debt accounted for
55.7 percent of firm capitalization at startup for franchisees,
versus 54.4 percent for the independent firns.

The above figures on sales per enployee and per dollar of
invested capital are possibly capturing industry effects rather
t han franchise vs. independent firmdifferences. Franchisees are
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heavily overrepresented in retailing and finance, insurance, and
real estate (FIRE), and they are underrepresented in other service
industries. Anong all 20,554 of the small firns described in Table
1, weighted statistics on industry distribution indicate that in
the young firmuniverse -- franchi ses and i ndependent firns pool ed
together -- retailing, FIRE, and other services account for 17.3
percent, 7.7 percent, and 42.0 percent of all small firnms (by
nunber). Examning the sane data industry by industry, franchises
make up 7.9 percent of all retailers, 6.7 percent of the firns in
FIRE, 3.2 percent of all small businesses, but only 0.8 percent of
the firns operating in other services. Conparing franchisees only
to all firns, the peculiar industry distribution of the franchises

stands out clearly:

all Table 1
franchises only snmal | _busi nesses
%in retail 42. 8% 17. 3%
% in services’ 10. 7% 42. 0%
%in FIRE 16. 2% 7. 7%
% in other industries 30. 3% 33. 0%
Tot al 100% 100%

“doni nant |ines are business, personal, repair, professional, and
recreational services.

Looking solely at franchise firns in retailing, sales per
enpl oyee is $106, 790 and sales per dollar of startup capital is

$8.37; these figures are significantly |arger than correspondi ng



sales ratios for independent retail firnms. Sinple conparisons of
franchi se and independent business characteristics are clearly
m sl eading potentially, because the very different industry
conpositions of firns in these two groups. This problemis dealt
wth in following sections by wutilizing econonetric nodels to
control for firm and owner traits so that the inpact of the
franchise characteristic on firm survival |ikelihood can be
i sol at ed.

At least in the industries where franchi ses are nunerous, the
traits typifying young franchi ses appear to be consistent wth
enhanced viability and inproved survival prospects. Relative to
simlarly aged i ndependent firnms, they are nuch |arger and better
capitalized. Their only seem ng di sadvantage as a group is their
| ower incidence of very highly educated owners. Could this | ower
i nci dence of graduate-educated owners account for the fact that the
franchi se group exhibited a | ower rate of survival than independent
busi ness startups? | npacts of owner education, firmsize, industry,
and capitalization, the franchise trait, and other factors upon

firmsurvival and discontinuance are further investigated bel ow

V. LOG STI C REGRESSI ON ANALYSI S OF SMALL BUSI NESS LONGEVI TY
Over the period from 1987 to |late 1991, over 28 percent of the
young firns described in Table 1 went out of business. Firns sold
to a new owner, nerged, or otherw se acquired are not counted as
di scontinued if they continue to operate. Logi stic regression
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equations are estimated in this section to explain snmall business
| ongevity.

Based upon the findings of past econonetric studies explaining
smal | business |ongevity, greater owner investnents of human and
financial capital are expected to be related positively to the
survi val chances of young small businesses (Bates, 1990a; Bates,
1994) . Labor input quantity is neasured by owner hours spent
working in the business, as well as marital status and nunber of
pai d enpl oyees. Married persons living with their spouses are
expected to benefit fromthe availability of famly |abor, which
potentially increases |abor input quantity. Quality of owner human
capital is measured by two variables, |evel of formal education and
presence of managerial experience prior to small business entry.
Applicable denographic traits include owner age, mnority
raci al /ethnic status, and gender. Geater owner age, a broad proxy
for work experience, is expected to benefit firnms until di mnishing
effort associated with old age sets in. In an inportant sense, all
of the above factors can be thought of as control variables, since
the major point of Table 2's logistic regression exercise is to
observe the inpact of the franchise trait, other things equal, upon
firmsurvival

In Table 2's analysis of young firnms that were operating in
1987, positive coefficient values are associated with firnms stil
operating in late 1991, and vice versa.l The franchise
characteristic, other factors constant, is a highly significant
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determ nant of firmsurvival: franchisees are nuch nore likely to
go out of business than cohort independent firns. QOher Table 2
findings reinforce results of past studies explaining firmsurvival
patterns. The surviving firns active in late 1991 are
di sproportionately those headed by highly educated owners who
worked full-time in the business. The surviving firnms, further,
were the larger firnms in the sense that they began operations with
greater owner financial capital investnents; |abor input - neasured
by nunber of enployees - was hi gher anong the survivors (Table 2).
The very youngest firnms - those started in 1987 - were nopst
vul nerable to discontinuance, which is consistent wth past
findings (Evans, 1987; Bates, 1990a; Jovanovic, 1982). Oher than
the franchise survival relationship finding, the results of Table
2's logistic regression exercise are highly consistent with past
enpirical studies of snmall business discontinuance patterns.

| ndustry identifier dummy variables are added to the logit
analysis in Table 3 to test the hypothesis that franchise survival
patterns are shaped by industry effects.? G ven the unique
industry distribution of franchises, a situation where retailing is
a very high risk industry and, or services is very low risk would
potentially inpact the Table 2 findings on franchise survival
Since the franchise trait is positively correlated with retailing
and negatively correlated to the other services industry identifier
variable, a re-estimation of Table 2's logit nodel - with industry
variables - is in order. The results are presented in Table 3.
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The addition of six industry identifier variables, in fact,
has remarkably little inpact on Table 2's finding that franchises
are nore likely to close down than i ndependent young busi nesses.
Relative to the excluded industry groups - transportation,
communi cation, public utility, forestry, fisheries, and mning -
both retailing and services, other factors constant, are |ess
likely to close down. In terns of industry - specific risk of firm
closure, manufacturing and FIRE are clearly the safest industries,
while retail and services are mddle of the pack. The fact that
Table 3's franchise variable coefficient is virtually unchanged
(relative to Table 2) by the addition of industry identifier
variables into the logistic regression analysis is noteworthy.
Table 2's finding that franchi ses are nore failure-prone than ot her
firms, even after owner and firm traits are controlled for, is
reinforced by Table 3's logit results. I ndustry factors do not
appear to explain the higher propensity of franchises to go out of

busi ness.

V. ANALYSI S OF M NORI TY- OANED BUSI NESS

M nority-owned firms account for 9.2 percent of the firns
anal yzed in Tables 1 through 3. The mnority characteristic was
positively associated with firm survival in the Table 2 and 3
regression analyses and, although this relationship was not
statistically significant, the mnority trait was strong and cl ose
to the significance cutoff. Table 4 summarizes traits of franchise
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and i ndependent mnority-owned firns to test for the presence of
patterns of owner and firmtraits that my delineate mnorities
fromthe overall universe of young firns.

M nority-owned firns are conmmonly snaller, less capitalized,
and | ess profitable than cohort non-mnority ventures (Bates, 1993;
Bates, 1994). Table 4 (in conparison to Table 1) confirms this
pattern, but several notable exceptions apply to the franchise
group. Mnority franchi ses, although nore failure-prone, are just
as profitable as independent young m nority-owned businesses. A
breakdown of Table 1 firns, using franchise and mnority owner
status traits, reveals the followng nean 1987 net incone

statistics:

franchi se nonf ranchi se
nonm nority $ 1,548 $ 19,437
mnority $14, 934 $ 12,731

Clearly, the young nonmnority firns are nore profitable than the
m norities overall, but the higher profitability of the mnority
franchises is noteworthy (and statistically significant).

The potential benefits of franchising - greater access to
financial capital, nanagenent assistance, access to the parent
franchi sor's trademark and product |lines - nay be nore benefici al
to mnority-owmed firnms than to nonmnorities. Rel ative to
nonmnorities, mnority owners in franchising are nuch nore |ikely
to be college graduates;® their firms, on average, are better
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capitalized and nore profitable. M nority franchises also have
much |ower nean sales than nonmnorities, which reflects their
different industry distribution - less retail-oriented and nuch
nmore concentrated in other services. Cearly, the mnority-owned
franchi se subset is not the mrror imge of the broader franchise
young firm universe described in Table 1. Do the factors
explaining firmsurvival patterns for mnority firnms resenbl e those
reported above? The brief answer is "yes".

Tables 5 and 6 replicate the Table 2 and 3 | ogit anal yses of
young firm survival, but the analysis is narrowed to include
m nority-owned firns only. As in the previous tables, the
surviving mnority firns are the larger scale, better capitalized
ventures, run disproportionately by highly educated owners who work
full-time in their firns. Finally, the franchise trait, other
things equal, is very negatively related to firmsurvival, and this
finding holds whether or not industry identifier variables are
included in the logistic regression equations.

M nority franchi sees, other things equal, are less likely to
remain in operation than independent startups. Regar di ng
profitability, the mnority franchise owners are earning profits
that are not statistically significantly different than those
reported by independent mnority startups. Coexisting with the
| ack of difference in profitability is the fact that, relative to
t he i ndependents, the mnority franchi se owners, on average, are 1)
better educated, 2) work l|longer hours, and 3) invest nuch nore
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financial capital into their ventures. Thus, greater investnent of
human and financial capital inputs yields the mnority franchi sees
profits that are no higher than independents, as well as firm

failure rates exceedi ng those of independents.*

VI. CONCLUDI NG COMMVENTS

Anmong the few scholarly studies that enpirically investigate
the franchise industry, | found no evidence of franchi see survival
rates that was in any way inconsistent with the findings of this
study. Mst of the applicable studies exam ne franchisor rather
than franchi see behavior: see, for exanple, Rubin (1978) and Norton
(1988). Direct nmeasurenent of franchisee failure rates nationw de
appears in a study by Castrogiovanni, Justis, and Julian (1993);
they find that the annual failure rates for all franchises is in
the four percent range. The higher franchi se discontinuance rates
reported here for young firns only are not inconsistent with the
Castrogi ovanni, Justis, and Julian study. I ndeed, the logistic
regression exercises clearly and consistently indicate a rising
survival rate as young firns grow older. A long-run convergence
upon an annual four percent failure rate for franchises of all ages
can certainly co-exist with a nuch higher failure rate for very
young franchi ses. The applicable small business literature has
repeatedly shown that failure rates decline as firnms grow ol der
(Jovanovic, 1982; Evans, 1987; Bates and Nucci, 1989; Bates,
1990a) .
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Future research needs to exam ne underlying causes of the
| ower survival rates that typify the young franchise smal
busi nesses. One possi ble cause of poor franchise performance is
the costs specific to this organizational form - upfront fees to
the franchisor, royalty fees, marketing fees, and the Iike. Do
t hese costs exceed the benefits accruing to young firns choosing
the franchise route? Another avenue of investigation is the issue
of owners choosing franchi ses possibly being cut froma different
cloth than persons creating independent new busi nesses. Are the
franchi sees particularly risk averse? Are there particular traits
of franchise owners that are not adequately captured by the sorts
of human capital variables - education, nanagenent experience -
examned in this study? Finally, franchises tend to concentrate in
hi ghly specific industry niches that may be inadequately captured
by the broad industry categories examned in Tables 3 and 6 of this
st udy. Per haps segnents such as fast foods have sinply becone
saturated, causing young franchi sees to generate returns that |ag
behind traditional earnings |levels of franchisees. The potenti al

research agenda is |ong and vari ed.
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Appendi x
A LOAd STI C REGRESSI ON: VARI ABLE DEFI NI TI ONS

The dependent variable in the |ogistic regression exercises of

Tables 2, 3, 5, and 6 is whether or not the business that was

operating in 1987 is still functioning in late 1991. Busi nesses
still operating are considered active firns; those that have cl osed
down are considered discontinued. | ndependent variables are

defi ned bel ow

Less than hi gh school For owners not conpleting high school,
this variable = 1; (otherwise = 0).

H gh school grad For owners conpleting four years of high
school, this variable = 1; (otherwi se =
0).

Sone col | ege For owners conpleting at |east one year

of college but not attaining a bachelor's
degree, this variable = 1; (otherwi se =
0). This variable is excluded fromthe
| ogit equation

Col | ege grad For owners awarded a bachel or's degree,
this variable = 1; (otherwise = 0).

Post - gr aduat e For owners that attend graduate school
beyond the Dbachelor's degree, this
variable = 1; (otherwise = 0).

Managenent experience For those working in a managerial
capacity prior to owning the business
t hey owned in 1987, nmanagenent experience
= 1; (otherw se, managenent experience =

0).
Owner age A continuous variable neasured in years.
Owner age? owner age squar ed.
Owner gender For mal e owners, gender = 1; (otherw se,
gender = 0).
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Omner | abor i nput

Enpl oyees

Marri ed

Log financial capital

Lever age

Fr anchi se

Firmentered 1986

Firmentered 1987

Mnority clientele

Mnority-owned firm

Retail, service,

fi nance, insurance,
and real estate,
construction,
manuf act ure, whol esal e

Nunmber of hours during the 1987 cal endar
year spent by the owner working in the
rel evant small business, divided by 100.
Aver age nunber of paid workers reported
to the federal governnment on 1987
quarterly payroll forns.

For married owners living with their
spouse, married = 1; (otherwi se, married
= 0).

The log of the sum of debt and equity
capital used to start or becone owner of
t he busi ness.

The ratio of debt to equity capital
invested in the firm at the point of
entry.

For franchi sees, franchi se = 1
(otherwi se, franchise = 0).

| f the business was started or ownership
was acquired during 1986, then this
variable = 1; (otherwise = 0).

| f the business was started or ownership
was acquired during 1987, then this
variable = 1; (otherwise = 0).

If 75 percent or nore of the firns
clients are mnorities, then this
variable = 1; (otherwise = 0).

If the firm is 51 percent or nore
m nority-owned, then this variable
1; (otherwise = 0).

A series of self-explanatory binary
vari ables for identifying major industry
gr oups.
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B. NATURE OF THE DATA BASE

The version of the Characteristics of Business Omers (CBO
data base utilized in this study was conpiled by the U S. Bureau of
the Census in 1992. Al of the reported statistics in this study
are weighted to adjust for survey nonresponse as well as survey
oversanpling of the |arger scale enployer small firnms, mnority,
and wonen-owned firns. Further, firns reporting gross revenues of
under $5000 were dropped to control for the phenonmenon of "casual"
smal | businesses; this problemis analyzed in Bates (1990b). Thus,
the CBO sanples of small businesses described in this study are
representative of firnms 1) operating in 1987, 2) generating 1987
total sales of at |east $5000, and 3) filing a federal snal
busi ness incone tax return in 1987. In the case of nulti-owner
firms, all owners (up to the ten largest) were surveyed in the
creation of the CBO Owmer characteristics, when reported in this
study, reflect the traits of the owner who worked the | argest
nunber of hours in the applicable firmduring 1987, the "dom nant"”
owner . O the roughly 26,000 nonmnority male and 26,000
nonmnority female firmowners surveyed in the construction of the
CBO, response rates were 73.8 percent for nmales and 75.4 percent
for females. Mnority-owned firmowners accounting for 9.2 percent
of the applicable small business universe, had the foll ow ng survey
response rates: 1) African-Anericans, 64.1 percent, H spanics, 64.9
percent, and other mnorities (largely Asians), 66.1 percent. Due
to the tax return sanpling frane, information available on
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nonrespondents included firm sales, |ocation, and industry; this
informati on was used to wei gh the respondent sanple so that it is
representative of the universe of rel evant tax return
filers/business owners, and not just the respondents. The
applicable wuniverse of young firnms (started 1984-1987) was
4, 005, 562 busi nesses.

In cases where persons entered sel f-enpl oynent by purchasing
an existing firm the applicable firm is included if it was
purchased in the 1984-1987 tine period and (in the case of multiple
owner firnms) the new owner is the dom nant owner. |In cases where
per sons bought into ongoing firns that were started before 1984,
the firmis excluded in all cases of nondom nant owners entering
bet ween 1984 and 1987.

I n sanpl e observations where item nonresponse was a probl em
nmy rule has been to try to keep the applicable firmin the sanple.
| tem nonresponse was pronounced for only one of the variables
anal yzed in this study - 1987 net incone (3211 of the 20,554 firns
described in Table 1 did not report net incone). The Table 1
sanple size of 20,554 firnms falls to 19,463 firnms in Table 2
because of item nonresponse: firnms fromTable 1 are included in the
Table 2 regression analysis only if they provided information on
all of the variables included in this statistical exercise.

| nterested researchers nay access the CBO data base at the
Center for Economc Studies, U S. Bureau of the Census in Suitland,
Maryl and (phone # 301-763-2337).
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Young Firns Operating in 1987: A Conparison of Owner

Tabl e 1:

and Firm Traits for Franchi se and | ndependent Busi ness Startups

(Firms fornmed from 1984-1987 Only)

Nonf ranchi se
A. FirmTraits Franchi sees firms Univariate F
1987 sal es (nmean) $ 513, 961 $ 102, 410 153.5
# enpl oyees (mean) 5.2 1.2 26. 9
1987 net incone (mean) $ 2,649 $ 18,850 13. 2
# of firns still operating in late 65. 3% 72. 0% 14. 2"
1991
B. Owner Traits
1. Owner education
| ess than hi gh school 10. 3% 11. 7% 1.1
hi gh school grad 35. 7% 28. 8% 15. 1
coll ege: 1-3 years 27. 3% 23. 3% 4.4
col | ege grad 17. 6% 20. 0% 2.3
post graduate 9.1% 16. 2% 23.7
2. Firmcapitalization at startup:
total financial capital (nean) 86, 493 $ 29, 822 81.6
equity (nmean) 38, 355 $ 13,591 46. 7"
debt (nean) 48, 138 $ 16,231 53. 1
3. Oher owner traits: 73.3% 74. 1% 0.2
owner gender (male = 1)
owner age (mean) 38.9 40. 6 13.9
owner annual hours of |abor input 2013 1870 9.8
(mean)
owner managenent experience (yes = 1) 39. 3% 30. 1% 25. 4
n 1,276 19, 278
n (wei ght ed) 130, 180 3, 875, 382
"Trait differences between the above groups are statistically significant at the .05

significance |evel.

Sour ce: Characteristics of Business Owmers data base.
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Tabl e 2:

Logi stic Regression: Explaining Firm Survival over the 1987-late 1991 Period
(Firms fornmed from 1984- 1987 only)

Regr essi on St andard Vari abl e

Coeffici ent Error Mean
Const ant - 1474 . 212 ---
| ess than high school L1717 . 063 .112
hi gh school grad - .037 . 046 . 284
col | ege grad . 400" . 052 . 205
post - gr aduat e . 654" . 059 . 159
manhagenment experience . 038 . 042 . 312
owner age . 079" . 010 40. 555
owner age?’ - .00r . 0001 1766. 1
owner gender - .034 . 039 . 738
owner | abor i nput . 025" . 002 18. 764
# enpl oyees . 088" . 010 1.373
married - .030 . 042 . 779
| og financial capital . 086" . 004 6. 846
| ever age . 0147 . 003 2.516
franchi se - .523 . 094 . 033
firmentered 1986 - .218 . 046 . 307
firmentered 1987 - .819 . 043 . 373
m nority-owned firm . 101 . 060 . 092
N 19463
-2 Log likelihood 20, 610. 3
Chi - squar e 2,335.3

"Statistically significant, five percent significance |evel

Not e: precise variable definitions for the above expl anatory variables are spelled out
in the attached appendi x.
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Table 3

Logi stic Regression: Explaining Firm Surviva
over the 1987-late 1991 Period
(Firms fornmed from 1984-1987)

Regr essi on St andard Vari abl e
Coeffici ent Error Mean
Const ant - 1.796 .218 ---
| ess than high . 1847 . 064 .112
school
hi gh school grad - .019 . 047 . 284
col | ege grad - .399 . 052 . 205
post - gr aduat e . 633" . 060 . 159
management . 033 . 042 . 312
experi ence
owner age . 081" . 010 40. 555
owner age?’ - .00 . 0001 1776. 1
owner gender - .01 . 040 . 738
owner | abor i nput . 025" . 002 18. 764
# enpl oyees . 086" . 010 1. 373
married - .052 . 042 . 779
| og financi al . 088" . 004 6. 846
capita
| ever age . 015" . 003 2.516
franchi se - .539 . 095 . 033
firmentered 1986 - .230° . 046 . 307
firmentered 1987 - .823 . 043 . 373
m nority-owned firm . 115 . 060 . 092
retail . 227 . 063 .176
service . 309’ . 053 . 418
finance, insurance, . 450° .078 .078
and real estate
construction . 325 . 066 . 128
whol esal e 193’ . 097 . 038
manuf act ur e . 573" .118 . 029
N 19463
-2 Log likelihood 20,553.9
Chi - squar e 2,391.6

"Statistically significant, five percent significance |evel

Not e: precise variable definitions for the above expl anatory variables are spelled out
in the attached appendi x.
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Table 4

Young M nority-Omed Firms Operating in 1987: A Conparison

of Owner

and Firm Traits for

Franchi se and | ndependent

(Firms fornmed from 1984-1987 Only)

Busi ness Startups

Sour ce:

significance |evel

Characteristics of Business Owmers data base.
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Nonf ranchi se
A FirmTraits Franchi sees firms Univariate F
1987 sal es (nmean) $ 210, 137 $ 70, 277 62. 8
# enpl oyees (mean) 2.8 0.7 77. 1
1987 net incone (nean)** $ 14,934 $ 12,731 0.2
# of firms still operating in 67.5% 72. 7% 6.1
late 1991
B. Omer Traits
1. owner education
| ess than high school 14. 5% 18. 3% 4.2
hi gh school grad 16. 2% 22. 0% 8.3
coll ege: 1-3 years 28. 6% 21. 9% 11. 1
col | ege grad 22. 9% 20. 9% 1.0
post graduate 17. 8% 16. 9% 0.3
2. Firmcapitalization
at startup
total financial capital $ 97, 310 $ 26,982 111. 9
(mean)
equity (mean) $ 50, 242 $ 13, 709 126. 9
debt (nmean) $ 47,068 $ 13,272 56. 3"
3. Gher owner traits: 69. 5% 70. 5% 0.2
owner gender (male = 1)
owner age (mean) 39.3 40. 6 6.7
owner annual hours of 1922 1828 2.5
| abor i nput (nean)
owner managenment 27.1 24.9 1.1
experi ence (yes = 1)
n 844 12,411
*Trait differences between the above groups are statistically significant at the .05



Table 5

Logi stic Regression: Explaining Mnority-Owmed Firm Surviva
over the 1987-late 1991 Period
(Firms fornmed from 1984-1987)

Regr essi on St andard Vari abl e

Coeffici ent Error Mean
Const ant - 1.045 . 279 ---
| ess than high school . 150" . 070 . 178
hi gh school grad - 162 . 063 . 215
col | ege grad . 118 . 064 . 215
post - gr aduat e . 302" . 071 . 169
mahagenment experience - . 159 . 052 . 262
owner age . 077" . 013 40. 618
owner age?’ - . 0009 . 0001 1762. 6
owner gender - .021 . 047 . 702
owner | abor i nput . 028" . 002 18. 197
# enpl oyees L1247 . 018 . 784
married - .058 . 050 . 763
| og financial capital . 078" . 005 6. 826
| ever age - .013 . 004 2.108
franchi se - .383 .112 . 036
firmentered 1986 - . 435 . 060 . 269
firmentered 1987 - .768 . 054 . 416
N 12466
-2 Log likelihood 13,271.5
Chi - squar e 1,179.8

"Statistically significant, five percent significance |evel

Note: precise variable definitions for the above explanatory variables are spelled out
in the attached appendi x.
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Table 6

Logi stic Regression: Explaining Mnority-Owmed Firm Surviva
over the 1987-late 1991 Period
(Firms fornmed from 1984- 1987 only)

Regr essi on St andard Vari abl e

Coeffici ent Error Mean
Const ant - 1.377 . 285 ---
| ess than high school . 192" . 071 . 178
hi gh school grad - . 165 . 064 . 215
col | ege grad . 089 . 065 . 215
post - gr aduat e . 229" . 073 . 169
mahagenment experience - .168 . 062 . 262
owner age . 070" . 012 40. 618
owner age?’ - . 0009 . 0001 1762. 6
owner gender . 002 . 048 . 702
owner | abor i nput . 027" . 002 18. 197
# enpl oyees L1117 . 018 . 784
married - .066 . 051 . 763
| og financial capital . 085" . 006 6. 826
| ever age - 014 . 004 2.108
franchi se - 294 .119 . 036
firmentered 1986 - .418 . 060 . 269
firmentered 1987 - . 755 . 054 . 416
mnority clientele - .237 . 044 . 410
retail . 304" . 073 . 219
service . 507" . 065 . 442
finance, insurance, and .078 . 102 . 057
real estate
construction . 436" . 090 . 086
whol esal e L2917 .139 . 027
manuf act ur e 3147 . 150 . 024
N 12466
-2 Log likelihood 13,170.2
Chi - squar e 1,281.0

"Statistically significant, five percent significance |evel

Note: precise variable definitions for the above explanatory variables are spelled out
in the attached appendi x.
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ENDNOTES

1. The small firm sanple size drops from 20,554 in Table 1 to
19,463 in Table 2. Table 1 reports statistics on firns providing
information on any of the traits described in this table, while
Table 2 analyzes only firnms reporting information on all of the
traits described in that table. Thus, an owner refusing to report
hi s/ her age woul d be included in Table 1 but excluded from Tabl e 2:
item nonresponse is responsible for the differing Table 1 and 2
sanpl e si zes.

2. Tables 2 and 3 are reported separately because industry
identifier variables - not being true exogenous variables -
potentially bias coefficients of other explanatory variables
Manuf acturing, for exanple, is positively correlated with financi al
capital, while services is positively correlated with post-graduate
education. Stability of the applicable variable coefficients in
Tables 2 and 3 indicates that potential coefficient bias is, in
fact, trivial.

3. Hi ghly educated Asian immgrants are heavily represented in
the mnority franchise sanple. A separate logit analysis focusing
solely upon Asian inmmgrants indicated that franchising, other
t hi ngs equal, was associated strongly w th busi ness disconti nuance.
Asi an imm grants accounted for nearly 40 percent of the mnority
franchi se sanple reported in Table 4.

4. Firms sold to a new owner are counted as surviving firns
t hroughout this study. Anobng mnority businesses, 5.8 percent of
the franchises and 5.7 percent of the independent firns operating
in 1987 had been sold by |late 1991.
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